Costing Methodologies and Cost Management Practices in the Peoples' Republic of China
Over the past 60 years, management accounting has encountered a series of advances and retreats in the PRC. Under the socialist economy, Chinese companies faced similar problems of industrial organization and control (Vucinich 1950 , Walder 1979 as companies in market-oriented economies, and Chinese companies developed their own unique management accounting techniques, including "mass line accounting" (Yang 1981) . Progress in the development of management accounting during this period was uneven, reflecting changes in governmental policy during this period.
The practice of management accounting in the PRC has been enhanced by the transition to a market economy. The transition has both necessitated -and been facilitated by -an evolution of its accounting standards and practices. This change has been evidenced by both the promulgation of new reporting standards by the government, as well as the adoption of new accounting tools and techniques for internal planning and control within companies.
Because of the difference between planned and market economies, Chinese accounting standards and practices employed under the planned economy were largely unsuitable for managing companies in the evolving market environment. As a result, the PRC adopted the Accounting Law and the Accounting Law for Joint Ventures in 1985. With these laws (as amended) and with the issuance of various Accounting Standards, financial reporting by PRC companies is now more in line with international financial reporting standards although differences remain, based on local needs.
Besides reflecting the impact of new financial reporting standards, management accounting has also changed by adopting western-style techniques (Skousen and Yang 1988 , Bromwich and Wang 1991 , Lin and Yu 2002 , Wang, et al. 2005 . Despite the adoption of these techniques by some firms, questions remain regarding the applicability of these techniques, or the need to modify them, in a non-western setting due to cultural (Hofstede 1991) and institutional differences, which result in differences in decisionmaking in a team-based work setting (Awasthi, et al. 1998) , managerial styles (Morris et al. 1998) , and organizational structure (Abdallah 1992 , Hall, et al. 1993 ) among other things.
In this paper we explore the current state of cost management practices and costing methodologies in the PRC. It contains a portion of the results of a study undertaken by the Institute of Management Accountants (IMA ®) with the assistance of the Ministry of Commerce. This study was conducted in two phases. In the first phase, an IMA research team visited a variety of Chinese enterprises. These visits provided a wealth of information regarding the cost management practices used by the firms visited, and also provided the basis for the development and refinement of a survey instrument examining costing practices which was administered to a larger sample of PRC companies.
While prior studies have contributed to our understanding of Chinese management accounting practices, they may be limited in that the business environment of the PRC is undergoing a period of rapid evolution and these studies may not reflect current practice (Warner, 1996) . Besides providing a broader view of management accounting than most of the above-cited studies, the current study thus also contributes to the accounting literature by providing an updated view of management accounting in the PRC today. As Scapens and Yang (1993) note "so long as the government continues the policies of economic reform and openness, there is no doubt that management accounting will play an increasingly important role in the management of Chinese enterprises". By providing an unprecedented view of management accounting in contemporary China, and by identifying its strength and weakness, this study should help facilitate its future development and growth, and thus the development of the Chinese economy.
Study Background
The initial phase of this study included two field trips to study the costing practices of Chinese companies. The companies visited, described in Table 1 , included:
• State owned, publicly-traded and privately-held enterprises;
• Large and middle-sized enterprises;
• Enterprises in a wide variety of industries, including some that have been subject to dumping disputes; and • Companies from widely dispersed geographic locations. *** Insert Table 1 About Here *** All of the companies visited were mid-to large sized. Several of them are noted for their innovations in cost management techniques, either currently or in the past. In addition, many of these companies were in the "pillar" industries of China, which historically have received a disproportionate share of resources, including human capital. Given this, it is not unreasonable to conclude that the practices employed by some of these companies would be on the leading-edge of Chinese cost management today.
As a follow-up to the field visits, a survey instrument was designed and administered. This phase of the study provided a broader view of the costing methodologies and techniques used by Chinese companies. The survey instrument was first developed in English and then converted into (Simplified) Chinese. The translation-back translation method was used to verify the accuracy of the translation. In addition, based on input from a member of the study team who is a Chinese management accounting educator, the survey instrument was modified to clarify terms that are not in prevalent use in the current PRC business environment.
The survey was distributed by four Chambers of Commerce, the Accounting Society for Foreign Relations and Trade of China, and the Commerce Departments of the City of Qingdao and Jiangsu province. Four hundred questionnaires were distributed. These were handed out to the companies and collected directly by the distributing organizations. 209 completed surveys were received, for a 52.3% response rate.
The composition of the survey respondents by form of ownership is indicated in Table 2 . *** Insert Table 2 About Here *** (Note that the total number of responses in this and subsequent tables may be less than the total number of completed surveys received due to the lack of response by individual companies to a given item.) Survey respondents tended to be mid-sized enterprises, although smaller companies were also well represented. Firms of the various forms of ownership were fairly equally distributed over the range of revenues, although there tended to be fewer small publicly-listed companies and no very large SOE respondents to the survey. We note this is in contrast to the field study companies, which included several very large SOEs. The combination of field studies and survey thus provided complementary views of Chinese enterprises.
Among survey respondents, there are significant differences in the industrial classification of the enterprises when categorized by form of ownership. Specifically, state-owned enterprises (SOEs) were much more likely to identify themselves as being in the import/export business (41% vs. 7% for publicly-owned unlisted companies and none for publicly owned listed companies), publicly owned unlisted (PO-U) companies were more likely to be in other consumer goods industries, and publicly owned listed companies (PO-L) were more likely to be in the machinery and metals/rubber/plastics industries.
Most (55%) of the survey respondents consisted of a single operating unit (see Table 3 ). This is significant in that for companies with this relatively simple form of organization, planning and control of operations tends to be simpler, and elaborate measurement and control systems are not as necessary as for companies that have more complex organization. The next most prevalent organizational form for survey respondents was that of a parent company with independent subsidiaries. Measuring performance at the second (subsidiary) level of these organizations would tend to be a relatively straightforward matter (especially when the subsidiaries are operationally independent), again reducing the need for complex performance measurement systems. *** Insert Table 3 About Here ***
Cost Accounting Issues

Cost of Inventory
A primary object of the study was to determine whether the costing practices of Chinese companies are consistent with those followed by other companies internationally. Our observations are based on Table 4 (which summarizes the practices of the field study companies), other information collected during the site visits, and the survey results. *** Insert Table 4 About Here *** Current PRC accounting standards (ASBE 1) require that inventories initially be measured at cost. This cost should include all costs of purchase, costs of conversion, and other costs. Conversion costs include direct labor costs and the allocation of production overheads based on a particular method. Production overheads are indirect costs incurred for the production of goods and for the rendering of services. Enterprise should reasonably determine the allocation method of production overheads according to the nature of those overheads.
Direct Materials
For all the field study companies (for which there is data), direct material cost includes the actual (versus the standard or planned) cost of raw materials. This is consistent with current Chinese accounting regulations. Most companies directly allocated the actual cost of materials to products. One company used standard costs and adjusted the allocated costs to actual at the end of each period. The inclusion of the cost of transporting raw materials to the companies' facilities in direct material cost was also a prevalent (and appropriate) practice.
In nearly all cases, the cost of direct materials is directly traced to products. In a few instances, these costs are allocated to products based on what is deemed to be an appropriate driver, such as production specifications or product volume.
Direct Labor and Fringe Benefits
A large portion of the companies visited -generally those that employ batch production techniques -pay their factory employees on a piece rate basis, with the result that they have no variances associated with labor cost. Companies with continuous production processes had salaried workers, with the cost of direct labor allocated to products based on direct labor hours or machine hours consumed. These practices are consistent with what would be considered traditional western costing practices.
Fringe benefits include a wide variety of items and add considerably to the cost of labor. There is variation among companies in the treatment of these costs. For example, the 14% Welfare Cost mandated by the government is typically treated as part of Manufacturing Overhead (and allocated to production), although one company includes this cost in Administrative Expense. The cost of the other fringe benefits are typically included in Administrative Expense, although one company indicated that the cost of all fringe benefits were included in Manufacturing Overhead.
The inclusion of the cost of these other benefits in Administrative Expense, although required under the 2001 Chinese accounting regulation, would not generally be considered appropriate treatment of these costs in the West. The 2006 accounting standards (which went into effect subsequent to the field visits) changed the required treatment of these costs. Fringe benefit costs should now follow the related labor cost, which is an improvement in costing practice.
Manufacturing Overhead
Traditionally, Chinese companies did not use predetermined (standard) rates for the allocation of overhead. Rather, they allocated overhead on a monthly basis using actual rates. This method was believed to be preferable to the use of standard rates in that it prevented companies from overabsorbing overhead in order to look more profitable. This history is reflected in the costing practices exhibited today by the case study companies. As seen in Table 4 , nearly all of the field study companies allocated overhead based on actual costs. Two companies used standard costs which were then adjusted to actual cost at the end of each month.
The case study companies all employed what would be considered traditional costing methodologies, using a single, traditional base for allocating overhead from a single cost pool (for a given area). The allocation bases employed include output-related, laborrelated (direct labor hours and direct labor cost), and other (cost of raw materials, machine hours, predetermined percentages) bases. There were no indications of use of more sophisticated costing techniques, such as activity based costing (ABC), for product costing (although Hongdou uses a similar technique for pricing its products). Since most companies in the West still use standard costing, it was expected that the rate of usage of advanced costing techniques among the firms visited would be low. The total lack of the use of more advanced costing techniques was, however, surprising given the size and history of the companies visited, as described previously, and prior studies (Nanjing 2001 ) which have found use of ABC by Chinese companies. As indicated later, however, we did find adoption of ABC by approximately 10% of the surveyed companies.
Of greater concern than the cost allocation method are the costs elements included in manufacturing overhead in the first place. There is considerable variability among the firms with regard to the items of cost included in overhead. Additional, some cost elements, while treated uniformly, are not included when they "should" be, based on standards prevalent in the West. This includes the treatment of the cost of many of fringe benefits as Administrative Expense, although directly related to production activities. (The recent change in accounting regulations helps address this issue.) Additionally, among the survey companies, the amortization of land use right is usually treated as an Administrative Expense. Preferably, the portion of this expense attributable to production facilities (which would be expected to be the majority of this cost) would be included in Manufacturing Overhead and allocated to product cost.
The cost of ancillary (service) departments was treated appropriately by all of the companies, with the cost of these departments being allocated to the production departments on bases which reflect consumption of the various departments' output.
Another practice common in the past was the treatment of indirect production-related costs as Administrative Expenses, rather than as Manufacturing Overhead, which would be preferable. This practice is still evident among some of the field study companies today. Examples of these cost items include the cost of supervision of maintenance workers (Shangdon Huijin), intangible assets amortization (Jiangxi Copper, TCL), labor insurance (FAW), inventory variance (Tsingtao), insurance (Tsingtao), and management level personnel from factory departments (Hongdou). Each of these cost elements was treated by the indicated company as an Administrative Expense, although treatment as part of Manufacturing Overhead would seem to be more appropriate.
Costing Systems
The required sophistication of an organization's costing system -and thus the means of allocating overhead -depends on a variety of factors. One important consideration is the composition of manufacturing costs. Companies with a high proportion of manufacturing overhead (or, conversely, a low proportion of direct material and direct labor (i.e., prime) costs) are more likely to need relatively sophisticated cost allocation methodologies, while those with a low percentage are less likely to have this need. Table 5 describes the distribution of prime costs as a percentage of total manufacturing costs for the surveyed companies. For most of these companies, these costs are a large percentage of manufacturing expense, i.e., manufacturing overhead comprises a small portion of total manufacturing costs. (The median percentage is 92.3 %.) *** Insert Table 5 About Here *** A conclusion based on this data that Chinese companies do not need sophisticated costing systems, especially with regard to their treatment of manufacturing overhead costs, must be tempered by two considerations. First, most of the surveyed companies are relatively small organizations, which do not incur the overhead costs associated with managing a more diversified organization. Second, the classification as Administrative Expense by some PRC companies of costs that would be included in Manufacturing Overhead by western companies artificially lowers the percentage of manufacturing costs represented by overhead.
Overhead Allocation
The use of standard costs is a common practice in Western countries. Under the planned economy, Chinese firms had a similar practice, computing "planned" costs, which served many of the same purposes as standard costs. Standard (planned) costs are still used by 73% of the surveyed companies, and for a variety of purposes. As indicated in Table 6 , the most common usage is for product pricing. *** Insert Table 6 About Here *** Most Western firms allocate Manufacturing Overhead to products based on a standard overhead application rate (with the difference at the end of a period between overhead costs applied and actual overhead costs incurred being handled in a variety of ways). This is not a common practice in China. Under the planned economy, the application of overhead to products was required to be based on actual costs, based on a belief that this was the most accurate and reliable way of doing this allocation. As seen in Table 7 , this practice is still used by nearly all the respondent companies. *** Insert Table 7 About Here *** For organizations with a large percentage of manufacturing overhead, selection of an appropriate allocation methodology can be of great importance. In addition, as noted previously, accounting regulations require companies to reasonably determine the allocation method of production overheads according to the nature of those overheads (ASBE No. 1). Table 8 indicates the methods used by the surveyed companies. *** Insert Table 8 About Here *** The use of direct labor (either cost or hours) as an allocation basis for overhead is a prevalent practice not only for the sample companies, but for western organizations as well. The appropriateness of this methodology has been questioned in the accounting literature, and a variety of alternatives proposed. While the causal relationship between the costs of direct labor and overhead is more important than their relative magnitudes, this later factor needs to be considered in determining the appropriateness of this methodology as an allocation basis. Manufacturing overhead as a percentage of direct labor for the sample companies is presented in Table 9 . *** Insert Table 9 About Here *** For the sample companies the median ratio is 60%. For many of the companies, it appears that use of a direct-labor based allocation could be appropriate. For others, for which overhead vastly exceeds direct labor, it would be unlikely that this would be an appropriate approach to overhead allocation.
An analysis of the bases used to allocate overhead by the sample companies is presented in Figure 1 . It presents the method used by the firms to allocate overhead based on their ratio of overhead to direct labor cost. It can be seen that use of an allocation based on direct labor costs is prevalent throughout the entire range of the overhead to direct labor ratio, although there appears to be a slight increase in the use of other allocation bases as this ratio increases (and presumably as the causal relationship between the amounts of overhead and labor become more tenuous). *** Insert Figure 1 About Here *** The accuracy of any specific method for allocating overhead is also dependent on aggregating overhead costs into "pools" at an appropriate organizational level. Among survey respondents, the most common level of aggregation is at the workshop (third) level (see Table 10 ) of the company, although aggregation at the factory (second) level is also common. *** Insert Table 10 About Here *** The level at which overhead is aggregated reflects the companies' organizational structures. The great majority (86.6%) of companies that are single operating units aggregate overhead at the factory/department level.
1 (See Figure 2. ) This is not unexpected, as the simple operating structure of these companies would result in there being fewer activities involved in planning and managing their operations, with resultant lower overhead costs and less of a need to isolate overhead at lower organizational levels.
Factory level aggregation is also the most prevalent for companies with multiple factories, although aggregation at the workshop level is also quite common. Organizations that were parent companies with independent subsidiaries were the only survey responds that most frequently aggregated overhead at the workshop (third) level. *** Insert Figure 2 About Here ***
Other Accounting Issues Valuation of Fixed Assets
Most of the surveyed companies value their fixed assets at historical cost (see Table 11 ). This is consistent with PRC GAAP, both under previous and current standards (ASBE 3). A few companies revalue their assets based on market value, which is required under US GAAP, and is consistent with IAS 16 (which allows both the cost and revaluation models). *** Insert Table 11 About Here ***
Land Use Rights
All land in the PRC belongs to the State, but individuals and companies can lease it for terms up to 75 years. Payment for the right to use land can take various forms. In some cases, companies are given the right to use land without charge, often due to the employment and development opportunities they provide. Other companies pay an initial lump sum amount for their land use rights, while others pay an annual fee.
Under ASBE 6, land use rights are accounted for as intangible assets (at cost) except for those that meet certain criteria and are accounted for as investment properties under ASBE 3. (In contrast, IAS 38 allows both the cost and revaluation models for intangible assets.) ASBE 6 further requires that an asset be amortized in a manner that reflects the pattern in which its future benefits are consumed, as opposed to prior PRC GAAP, which only permitted straight-line amortization.
From a theoretical perspective, the amortization associated with this asset would vary depending on the utilization of the asset. Amortization associated with land use for production facilities should be included in Manufacturing Overhead and allocated to products, while amortization associated with Administrative offices should be included in Administrative Expense.
As indicated in Table 12 , the most common treatment of the cost of land use rights by survey respondents (48.5%) is to amortize the cost of the asset and treat the expense as Administrative Expense. Only 7.8% of the surveyed companies include the amortization of land use rights in manufacturing overhead and allocated it to products. It thus appears there is room for improvement in the treatment of this expense. *** Insert Table 12 About Here ***
Administrative Expense
While the treatment of Administrative Costs is clear from an external financial reporting perspective, the treatment of these costs for internal purposes remains largely subject to management discretion. Most of the sample companies, as is typical with Western companies, do not allocate these costs. (See Table 13 .) However, a substantial portion (17.6%) of the surveyed companies allocates these costs to products. The perceived need to do this may be related to the inclusion of some costs in Administrative Expense by some PRC companies that are product-related. *** Insert Table 13 About Here *** When China started adapting its accounting systems in 1992 to Western accounting conventions, it was generally thought that the cost item "Administrative Expenses" was comparable to the term "General and Administrative Expenses" used in the West and that "Workshop Expenses" was equivalent to "Manufacturing Expenses". Therefore, the term "administrative expenses" was kept and the term "workshop expenses" was changed to "manufacturing expenses". These maintained the same contents as the prior expense classifications.
One result of this transformation was that some costs considered to be product, or manufacturing, costs in the West are commonly included by PRC companies as Administrative Expense. This misclassification of product costs can, in turn, lead to undercosting of products. Table 14 presents the treatment of various types of administrative costs at various levels by the sample companies. *** Insert Table 14 About Here *** Cost Management
Planning & Control
While the transition to a socialist market economy has changed the economic and social environment in which companies operate and the tools they need to operate in such an environment, evidence of management system developed under the socialist economy remains. All companies visited as part of the field study employed a budgeting system as a primary means of operational planning and control. In many instances, and especially at the state-owned enterprises, budgeting systems were very similar to the cost planning/budgeting system previously employed under the planned economy. The department formerly responsible for preparation of this plan, the Planning Department, remains in a few companies, but this function has largely been transferred to new Finance & Accounting departments.
Several of the field study companies have implemented innovative budgeting techniques. These include Hongdou Group and Shangdon Huijin Stock Company. Hongdou Group employs a unique methodology under which it tries to optimize its performance in March; it then reestablishes its budget for the rest of the year based on this performance. Shangdon Huijin has developed a "cost target control" management system which divides all costs based on key links (processes) and cost elements and then bases cost control on these relationships.
The use of production-techno-economic targets also remains strong, especially with regard to raw material usage. Most companies track raw material usage and compare it to pre-established quotas on a frequent basis.
Two of the companies visited use the "Backward Cost Analysis" method developed by Handan Steel. This methodology, similar to target costing, is a relatively sophisticated technique for establishing cost standards and is an indication of the progress made in developing new cost management techniques.
Performance Management and Employee Compensation
During the 1950's Chinese firms extended the economic accountability system (EAS) to the layers of an enterprise below the factory-level (i.e., they developed an intra-company EAS). Given the focus on maximizing production (or at least achieving production quotas) under the planned economy, it is not surprising that a diverse set of performance metrics was employed (including measures of production, efficiency, quality, cost, and safety, among others), rather than just profitability.
The use of this diverse set of performance metrics by Chinese companies carries on to this day. Understandably, with the transition to a market economy, the emphasis on the various performance metrics has changed. (Costs and profit, often disregarded or of little importance in the past, are now key measures.) However, the use of a diverse set of performance metrics on workers' scorecards persists to this day: each of the companies visited evaluated workers' performance using this type of diverse scorecard. This is interesting in that this relatively old practice is similar to a new Western approach -the Balanced Scorecard. This latter technique emphasizes the use of a diverse set of performance metrics in order to obtain a "balanced" view of organizational performance. While most of the field study companies did not explicitly tie their scorecards to organizational strategy, as is advocated when using balanced scorecards, it can be argued in most cases that there is an implicit linkage of the two. We thus see an area that would be considered "leading edge" in the West in which Chinese companies have amassed great experience. The challenge to Chinese companies now is finding the right balance of metrics to reflect their new operating environment.
All of the companies visited indicated that they employed a comprehensive performance evaluation system, with appropriate measures employed at each level of their organization. Most of the companies indicated that they employed a bonus system which linked employee compensation to performance. There was a great diversity in the bonus schemes utilized, reflecting the varied history, unique circumstances, and differing management philosophies of these organizations.
The surveyed companies appear to be generally satisfied with their performance management systems. (See Table 15 .) Budget management is a widely used management technique, and most companies agree that management and control of their operations is based on the budget. There is also general agreement that managers' performance metrics are linked to the overall organizational objectives, and that the performance evaluation system is linked to the compensation and reward system. Finally, the companies agree that there is a clear and transparent performance evaluation process for managers. All of these features are essential for performance management systems to be effective. *** Insert Table 15 About Here ***
Management Accounting Techniques
What management accounting tools and techniques do PRC companies use to cope in an increasingly competitive business environment? The introduction of Western management technique to PRC companies has been widely noted and advocated, while the use of traditional Chinese technique can also help organizations compete.
The three most prevalent techniques among survey respondents -operational budgeting techniques, incentive compensation, and responsibility accounting -have roots that go back to the days of the planned economy. The popularity of fixed-variable cost / breakeven analysis and performance measurement, indicated above, has been noted in other studies as well. (For example, found that these were the five most widely used management accounting and control (MAC) techniques employed by firms in their study of MAC in PRC firms.) These relatively simple techniques can help provide companies with insight into their cost structure and its impact on their profitability. hypothesize that state ownership may impede Chinese firms' adoption of performance-enhancing practices like modern management accounting and controls. This is based on the observation "that state owners do not derive personal benefits from share ownership, and that they tend to emphasize objectives which diverge from profitability, such as wealth redistribution via employing more workers than is dictated by efficiency or effectiveness considerations alone." Our survey results do not support this idea. Table 16 listed the rate of utilization of the various cost management techniques, along with the p-value of the chi-square test for independence between the utilization rate and ownership. For none of the techniques was there significant difference in the utilization rate among the various forms of company ownership. This indicates that SOEs use similar management accounting techniques as privately owned firms and that their poorer financial performance stems from other causes, such as differing organizational objectives. *** Insert Table 16 About Here *** Factor analysis was used to capture commonalities in the use of the various management accounting techniques. Using varimax rotation, a factor analysis was performed on the extent of utilization of the various cost management techniques. Three significant factors (chi-square = 110.62, 88 d.f., p=0.05) were identified, with loading as indicated in Table  17 . *** Insert Table 17 About Here *** The first factor had the greatest loadings on Benchmarking, Theory of constraints, Activity-based costing, Life cycle costing, and Value chain costing and none on Flexible budgeting. It can be interpreted as dealing with obtaining an understanding of costs, generally on a long-term horizon, to assess a firm's competitive position. The second factor, with its greatest loading on Fixed-variable cost analysis, Target costing, and Internal transfer pricing can be interpreted as dealing with obtaining an understanding of cost behavior to enhance operational performance. The third factor, with large loadings on Incentive compensation, Performance measurement, and Responsibility accounting deals with the traditional performance measurement and control function of accounting.
Use of Cost Information
Costing systems should be tailored to their intended use. Table 18 indicates the extent to which companies agreed that cost information is useful for each of the listed purposes. Of the four possible uses listed, the one for which costing information was considered most useful was performance improvement. This is consistent with the previous finding that the budgeting system was a key tool in enhancing performance management, as well as the traditional use of the budget as a control mechanism under the planned economy.
Cost information was next most useful for price setting, marketing purposes, and strategic planning, in that order. This is understandable, as these decision domains become increasingly strategic (and less tactical), with the result that current cost information becomes a smaller part of the information needed in that domain. *** Insert Table 18 About Here ***
Selling Prices
A variety of factors can enter into a company's pricing decision, with varying degrees of importance. Survey respondents were asked the extent to which each of the items listed in Table 19 is important for setting product selling prices. *** Insert Table 19 About Here *** From this table, it can be seen that product costs (both total and variable) rank highly in terms of importance in setting selling prices, as do market conditions. Foreign market share goals ranked more highly than domestic market share goals; this is expected given the export-orientation of the companies selected to complete the surveys. Production capacity is also a relatively less important factor in determining selling price. This may be due to the relatively high utilization rate of capacity that currently exists at many PRC companies.
Specifically with regard to setting foreign selling prices, companies were asked to list the relative importance of various factors. The results are consistent with the previous table: the most important factor is production costs, followed by competitor pricing. Governmental programs and incentives, foreign currency exchange rates, and productive capacity have relatively little impact on the pricing of exported products.
V. Summary
In this study we examined the costing techniques and cost management practices used by PRC companies using both case study and survey methodologies. From these studies and other research we can draw a number of conclusions. First, there is a number of cost items which have been inappropriate treated in the past; the 2006 ASBE have addressed some of these, while other issues remain. While companies are largely following the Chinese accounting regulations, there is still diversity in practice. In general, however, there is a convergence of practice between the costing practices of Chinese companies and those used by their Western counterparts.
The cost management systems of many PRC companies reflect the planning and control systems previously used under the planned economy. Many of these practices are similar to those practiced by Western companies although "Western" techniques are also beginning to be adopted. As PRC companies grow and face the complexities associated with more diverse products and customers and increasing organizational size, they will increasingly face the need for more complex cost management systems. Uses a production-technofinancial planning process. Monthly cost/profit plan based on the annual cost/ expense/profit plan and the monthly production schedule. Periodic cost analysis conference.
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Comprehensive set of production management targets.
Evaluates the performance of each factory based on a variety of performance metrics and uses this to compute its bonus. Each factory then evaluates the performance of individual furnaces; and further allocates the bonus. Overhead is aggregated at the factory, workshop, and production-line levels. Direct labor hours and machine hours are used to allocate overhead. It is allocated based on standard cost initially, and then adjusted at the end of each month to actual.
Jiangxi Copper Corporation
Use fixed budgets, but may make adjustments mid-year. A monthly and quarterly analysis of variance to the budget is performed for each department as a means of evaluating performance and for controlling costs. Daily performance tracked using a Daily Operating Performance report.
Monthly performance evaluation for line workers based on a variety of metrics (efficiency, quality, neatness, etc.). Performance tied to bonus (typically 30-40%). 
Numbers in parentheses indicate number of firms. Percentages indicate the percent of companies with a given type of cost at a given organizational level that used the specified accounting treatment (i.e., period vs. product cost). 
